Prescription Drug Generic Rebate and Dispensing Cost Study Proviso

Executive Summary:
Generic Rebate and Dispensing Cost Studies

Increasing the State’s purchasing power was a&etpif in creating the Kansas
Health Policy Authority by combining health purchregsunder its purview. This
includes pharmaceuticals purchasing in the Medipeagram. After reviewing
rebates for Kansas Medicaid, analyzing availabdpehsing cost surveys, and a
thoughtful review of current pharmacy reimbursenpattices both nationally and
locally, the agency recommends no changes to threrdusystem at this time.
However, the KHPA recommends the following for Kensas Medicaid program:

Monitor rebate levels for brand-name and genetigsito ensure compliance
with Federal law.

Monitor the impact of Part D on supplemental rebate

Track savings and rebates on recently available Yadume/high cost generic
medications and study the potential of supplemepstates on those drugs.
Determine impact of Federal pricing changes on Kedireimbursement.
Determine impact of national changes to publishedgiption drug pricing,
including but not limited to AWP and AMP.

Monitor impact of Medication Therapy Management&ms (MTMS) programs
on quality of care in both Medicare and Medicaidgrams for potential change
to Kansas Medicaid.

Pilot MTMS in Kansas Medicaid, funded by CMS tramgfation grant. If not
funded by CMS transformation grant, consider fugdhrough Kansas Medicaid
with federal matching funds.

Bring together pharmacy stakeholders to gathermmétion and evaluate the
impact of pharmacy pricing changes on reimbursemma&thodologies and access,
especially in rural counties.
Study the impact of e-prescribing on dispensingscasd quality of care and the
feasibility of implementing e-prescribing in Kanddsdicaid.

Pilot e-prescribing in Kansas Medicaid, funded b Etransformation grant. If
not funded by CMS transformation grant, investigategrating into the MMIS
and obtaining 90 percent federal match rate toldpve
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I ntroduction:

The Kansas Health Policy Authority (KHPA) is respitnte for coordinating a statewide

health policy agenda that incorporates effectivelpaising and administration with
health promotion strategies. By statute, all emisurance purchasing by the State is

now combined under the Authority, including publilinded programs such as
Medicaid, State Children’s Health Insurance Progaauth MediKan and the State
Employee Health Benefits Plan (SEHBP).



Purchasing power is critical to the vitality of tagency and its overall mission of
improving quality and accessibility of healthcavekiansans. By consolidating all health
purchasing under the Authority’s purview, it maxa@s the purchasing power the State
and KHPA has and can greatly benefit the peoplcanisas.

As outlined in proviso, the 2006 Kansas Legislatequested the agency to study
generic drug rebates and the cost of dispensingcatezh. Specifically, the proviso
requested the KHPA:

“...study rebates for the state pharmaceuticallpasing plan, including the possibility
of increasing rebates for generic products, intloftthe consolidation of state purchasing
under the Kansas health policy authorRyovided, That the Kansas health policy
authority shall conduct a survey of Kansas re@ahmunity pharmacies or utilize a
recently conducted national survey of a statidiija@levant sample of pharmacies, to
determine the cost of dispensing pharmaceuticalymts and services within the Kansas
medicaid programProvided further, That such study shall be conducted on or before
September 30, 2008nd provided further, That the Kansas health policy authority shall
present the cost of dispensing survey, analysigecmmmendations of the Kansas health
policy authority to the joint committee on healtlipy oversight on or before November
30, 2006.”

For the past several months, the Kansas HealtlyPAlithority has examined its current
pharmaceutical purchasing plan for Kansas, presanigirug reimbursement issues at the
national level, and the direction for the futusdthough the KHPA recommends the
Medicaid prescription drug purchasing plan to remaichanged for now, it is important
that we continue to closely monitor rebate levetsbioth brand name and generic
prescriptions; monitor the impact of Medicare Radn rebates and pharmacy
reimbursement; track savings and rebates on hifglmaihigh cost generic medications;
and evaluate the impact of e-prescribing and MTM$jality care and expenditures.
These recommendations are based on an analyssnsbK Medicaid pharmacy rebates;
regional and national dispensing cost surveysgeatipharmacy reimbursement
practices; and Kansas Medicaid and HealthConnetmmiupharmacy reimbursement
methodology.

Phar macy Rebate Study

State Medicaid programs are required by Federatdawover medications that are
rebated by the pharmaceutical manufacturer, wighettception of a few drug categories
(for example, OTCs, weight-loss drugs, cosmetigsybenzodiazepines). Rebates differ
for brand-name and generic drugs. Manufacturelsarid-name drugs are required to
provide a minimum rebate of 15.1 percent of averagaufacturer’s price (AMP)
Generic manufacturers are required to provide amuim 11 percent rebate on AMP.

Kansas Medicaid spe#?51,543,689 in fiscal year 2006 on prescription drugs. During
that time period, the program recouped over $74aniin rebates. The following table



illustrates the amount of volume and expenditunas brand-name and generic
medications account for.

Kansas Medicaid Fiscal Year 2006 Pharmacy Expenditures

Avg Rx
Avg Cost Net
Volume Expenditures Cost/Rx Rebates Rebate
Brand-
Name 1,766,326  $206,722,264 $117.04 $73,069,420 $75.67
Generic 2,605,675  $44,821,425 $17.20  $1,325,052 $16.69
TOTAL 4,372,001 $251,543,689 $57.54 $74,394,472 $40.52

An analysis rebates showed that Kansas is recoupimgverage 29.5 percent of total
expenditures in prescription rebates. A more dedaskudy of generic rebates showed
that Kansas Medicaid is recouping 3 percent ofayeprescription cost on generic
pharmaceuticals, and over 35 percent of averageoadsrand-name pharmaceuticals,
but the cost difference between brand-name andrigsrig almost ten-fold.

In addition to the rebate amount required by Fddava Kansas Medicaid obtains
supplemental rebates from manufacturers for ingtusn the preferred drug list (PDL) as
long as the drugs in that category have been datedto be clinically equivalent by the
PDL panel of physicians and pharmacists. To daéesks Medicaid obtained a very
small amount of supplemental rebates from geneacufacturers. Generics with
multiple manufacturers typically cost much lessithizeir brand-name counterparts, as
seen in the previous table ($117.04 brand-namel& 2 generics) and have a much
smaller profit margin. However, in the past yeauanber of “blockbuster” drugs with
very high utilization have become available geradlycincluding Zocor and Zoloft. It
may be useful for the KHPA to investigate the pt&mf obtaining supplemental
rebates on these drugs. This should be undertakemuasly and the impact on market
competition evaluated.

The Medicare Part D program has resulted in a grg@pescription volume and
expenditures paid for through Medicaid of approxiehad0 percent. A corresponding
drop in rebates has occurred as well. FY 2007belthe first full fiscal year without
prescription drug expenditures for Medicare-eligilidividuals.

Generic Rebate Policy Recommendations
* Monitor rebate levels for brand-name and genenigsito ensure compliance
with Federal law.
* Monitor the impact of Part D on supplemental rebate
» Track savings and rebates on recently available Wdume/high cost generic
medications and study the potential of supplemeetates on those drugs.

Dispensing Cost Study

Reimbursement of prescription drugs consists of¢amponents: 1) average wholesale
price (AWP) less a percentage and 2) dispensindtfeewell known in the industry that
AWP is not reflective of actual pharmaceutical spghius the practice of reimbursing an



amount discounted from AWP. This methodology iqqueito pharmacy, is consistent
across all payers, public and private, and has lreplace for many decades.

Kansas Medicaid currently reimburses pharmacy piergi AWP — 13% for brand-name
drugs, and AWP — 27%, the Federal Upper Limit (FOLBtate Maximum Allowable
Cost (MAC) for generics, plus a $3.40 dispensirggder prescription.

In order to determine the cost of dispensing phaeutical products and services in the
Medicaid program, KHPA staff obtained several régeconducted state and national
dispensing surveys, and conducted an informalmmpthf local Kansas pharmacies.
Those surveys are summarized below.

State-Level Dispensing Cost Surveys

Oklahoma- the University of Oklahoma College of iracy conducted a survey
on behalf of the Oklahoma Health Care Authorityngs2002 prescription claims
and pharmacy operational cost data. Dispensing eoste calculated using
pharmacy overhead and labor costs only. The swwegluded that the average
dispensing cost in Oklahoma $8.01 per prescription.

Indiana- Myers and Stauffer, a Topeka, Kansas bfasedconducted a
dispensing survey for the Indiana Office of MedicRolicy and Planning using
prescription claims paid between July 1, 2003 amk B0, 2004 and comparative
data from other state Medicaid agencies. Myers &fs¢r evaluated operational,
professional services, overhead and profit dating to the costs of pharmacy
operations. Based on this survey, it was concludatlindiana’s statewide
average cost of dispensing was $7.95 per presamipti

National Dispensing Cost Surveys

The Center for Pharmacoeconomic Studies, Univeddifiyexas at Austin
conducted a survey of fifty (50) national and regilochain pharmacies to
estimate costs of dispensing a prescription. Tineesuincluded an evaluation of
pharmacy financial and operational data. Calculdisgensing costs ranged from
$8.85 to $10.39 per prescription, with a mean o6$%®er prescription. The study
conclusion indicates more widespread studies agdeattand clarified that the
sampling method for this study was not random nemevihe estimates of cost to
dispense exclusive to Medicaid prescriptions.

The National Community Pharmacists Association (RE;Rasing 2005 Pfizer
Digest Data, determined dispensing costs range $0:84 to $9.24. NCPA also
estimated dispensing costs by geographic regioa.\WWast Central region, in
which Kansas was included, was determined to halispeensing cost of $9.05.

The National Association of Chain Drug Stores (NA®)Ds currently conducting
a dispensing cost survey. Publication is slatedafie November / early
December 2006.



While this proviso referred only to dispensing &ests, it is important to consider total
prescription drug reimbursement and impending cbarg the national level that will
impact pharmacy reimbursement by all plans, inclgdvledicaid. There are two major
changes related to published pricing that have bapnsed to address the long-standing
problem of AWP not being representative of actwasit.c

The first are changes made at the federal levalrdagg prescription drug price setting
for generics. The second has to do with a drugmipublisher widely used to set
pricing.

The Federal Deficit Reduction Act (DRA) of 2005 nbas how federal upper limit

(FUL) pricing is calculated for generic drugs. TDRA changes FUL pricing from 150
percent of the lowest published AWP price to 253%\erage Manufacturer Price
(AMP). This will lower generic reimbursement to pimacies and will significantly
increase the number of generics subject to FULlansement. Beginning July 2006, the
DRA also required that CMS provide State Medicajdrecies with the AMP of all
rebated pharmaceuticals. States have been ingtragt€ MS not to use the AMP data to
set reimbursement. AMP has historically been regbid CMS by pharmaceutical
manufacturers and is not transparent to consumers.

The second major change is in regard to pricindipldd by a major drug data provider.
Recently, First Databank, one of two major provédefrdrug information and cost data,
was sued for using practices that resulted intimgpAWP. FDB settled the lawsuit in
October 2006 and agreed that two years after tilersent they would no longer publish
AWP.,

The pharmacy community is concerned that the |[cAMP will eventually become the
benchmark price payers will use to set their reirmbment rates, as opposed to AWP,
and that it too will not be reflective of actualst®.

Another major issue affecting reimbursement isréoent change enabled by the Part D
legislation that allows Medicare prescription dplgns to reimburse clinicians, including
pharmacists, for medication therapy managementcesryMTMS). This is a welcome
change to the pharmacy community, who for yearsadascated the impact of
pharmacists’ professional services on improvindiguaf care for their patients. Many
Medicaid programs are beginning to follow suit @aeknburse pharmacists for MTMS.
Kansas Medicaid recently applied for a CMS transftion grant to pilot a MTMS
program.

Lastly, e-prescribing is gaining adoption throughitne country as a means to reduce
medication errors, improve quality of care and cedadministrative inefficiencies in
handling prescriptions. The impact of e-prescritngdispensing costs should be
measured before changes to reimbursement are ikadsas Medicaid applied for two
e-prescribing grants through the CMS transformagji@mt program. CMS has
announced that awards will be made in December.2006



Due to the confluence of events surrounding phaymaicmbursement at the national
level, the impact of e-prescribing and MTMS on gyadf care and dispensing costs, it is
recommended that the impact of these changes beutifidy studied and the
implications to total pharmacy reimbursement, dqyalf care, and access to services be
considered.

Dispensing Cost Policy Recommendations:

Determine impact of Federal pricing changes on Kedireimbursement.
Determine impact of national changes to publishedgiption drug pricing,
including but not limited to AWP and AMP.

Monitor impact of MTMS programs on quality of caneboth Medicare and
Medicaid programs for potential changes to Kansadibid.

Pilot MTMS in Kansas Medicaid, funded by CMS tramgiation grant. If not
funded by CMS transformation grant, consider fugdhrough Kansas Medicaid
(with federal matching funds).

Bring together pharmacy stakeholders to gathermmétion and evaluate the
impact of pharmacy pricing changes on reimbursemmathodologies and access,
especially in rural counties.

Study the impact of e-prescribing on dispensingscansd quality of care and the
feasibility of implementing e-prescribing in Kanddsdicaid.

Pilot e-prescribing in Kansas Medicaid, funded b <transformation grant. If
not funded by CMS transformation grant, investigategrating into the MMIS
and obtaining 90 percent federal match rate toldpve



